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INTRODUCTION
1. On September 16, 2003 Ivaco Inc. (“Ivaco”) and certain of its affiliates

(collectively the “Applicants” or the “Companies”) filed for and obtained
protection from their creditors pursuant to the Companies’ Creditors
Arrangement Act R.S.C. 1985 c. C-36, as amended (the “CCAA”). The terms of
these proceedings are governed by an order of this Honourable Court dated
September 16, 2003, as amended and restated (the “Initial Order”). Pursuant to

the Initial Order, Emst & Young Inc. was appointed as monitor (the “Monitor”).

2. The Sixth Report of the Monitor (the “Sixth Report”) was issued on February 3,
2004. It provided an update on the Applicants’ progress in complying with the
December 11, 2003 process Order dealing with: i) the preparation of business
plans; ii) the review of various restructuring alternatives; and iii) commencing a
sale process. It also provided an update on the activities of the Applicants since
the date of the Fifth Report of the Monitor and supported the Applicants’ motion
for an extension of the stay of proceedings to April 2, 2004.



3. This Supplement to the Sixth Report of the Monitor (the “Report”) is provided

to this Honourable Court as an update on the following:
a Cash Flow Projections;
a DIP Financing;
g Post-filing Accrued Liabilities;
o Bi-weekly Reporting to Stakeholders; and
a Labour Matters.
TERMS OF REFERENCE

4. In preparing this Report, the Monitor has relied upon unaudited financial
information, company records, company prepared financial information and
discussions with management of the Applicants. The Monitor has not
performed an audit or other verification of such information. An examination of
the financial forecast as outlined in the Canadian Institute of Chartered
Accountants Handbook has not been performed. Future oriented financial
information relied upon in this report is based on management’s assumptions
regarding future events and actual results achieved will vary from this

information and the variations may be material.

5. Capitalized terms not defined in this Report are as defined in the Initial Order
and the Monitor’s previous reports. All references to dollars are in Canadian

currency unless otherwise noted.

CASH FLOW PROJECTIONS

6. The cash flow projections for each of IRM, Ivaco, Ifastgroupe and Docap for the
period from February 1, 2004 to April 30, 2004 as prepared by the Applicants



with the assistance of the Monitor are attached as Appendix A. Management has
updated these projections based on the most current information available,
including current foreign exchange rates and market conditions relating to input

costs (especially scrap metal prices) and customers.

These cash flow projections indicate that the Applicants expect to have negative
consolidated cash flow of approximately $0.1 million for the period from
February 1, 2004 to April 30, 2004. IRM, Ifastgroupe and Docap are expected to
generate positive cash flow of approximately $0.1 million, $1.7 million and $0.1
million respectively while Ivaco is expected to generate negative cash flow of

approximately $2.0 million during the period.

The Applicants project that, other than outstanding letters of credit, Ifastgroupe
and Docap will not need to borrow under their DIP loans during the projection

period.

For IRM, the current projection indicates that it will require a temporary

increase to its authorized DIP borrowing limit as a result of the following:

o The recent surge in scrap metal prices in the North American market

and in particular the local Montreal market;

e The one-month delay in passing on these scrap metal price increases

to customers through an increase in sale prices (scrap surcharge);

e The time lag associated with paying scrap metal suppliers on a cash
on delivery basis versus the collection of accounts receivable from

customers, which usually follows 30 to 60 days later; and

e An increase in funding of the Ivaco sub-DIP, as discussed in more

detail below.



10.

11.

12.

13.

The IRM cash flow projection assumes that the Bank of Nova Scotia (“BNS”)
letter of credit in the current amount of approximately $1.8 million provided for
the benefit of the IMO will remain in place throughout the projection period.
BNS has now brought a motion returnable February 13, 2004 seeking security,
cash collateral or similar relief with respect to this letter of credit. In the event
that BNS is successful in obtaining any of the relief sought, there may be a
negative impact on IRM’s cash flow and/or DIP availability. The Monitor and
the Applicants intend to review IRM’s cash flows after the February 13 return

date to identify and address any implications arising out of the hearing.

IRM is projecting a return to positive cash flow by April 2004 as price increases
charged to customers in February and March are collected. As a result, assuming
scrap metal prices do not continue to increase after February 2004, the
Applicants expect that this increase in IRM’s DIP loan requirement will not be
necessary after April 30, 2004. The Monitor considers that the explanations of
IRM as to the timing of this temporary increase are reasonable and will work
with the Applicants to develop additional information and cash flows if

reasonably possible for the months of May and June as soon as practicable.

Although Ivaco is projected to remain within its Court-approved DIP loan limit,
it is projected to generate negative cash flow of $2 million during the projection
period. Consequently, its DIP loan increases throughout the period, reaching a
maximum borrowing of $2.7 million as at April 2, 2004. This increase is

reflected on a 50/50 basis within IRM’s and Ifastgroupe’s cash flow projections.

The increase in the borrowings of Ivaco is due to the increase in the price of raw
materials purchased from IRM and other third parties, which is paid for on a
cash on delivery basis versus the time lag associated with the collection of

accounts receivable from customers that usually follows 30 to 60 days later.



14.

15.

The Applicants’ future assumptions regarding the underlying price of scrap

metal are significant variables within the current cash flow projections. The next

American Metal Market Index (the “AMM Index”) is due to be published on

February 13, 2004 and will provide valuable insight into the direction of scrap

prices over the coming months. The graph below shows the significant upward

trend in the AMM Index for the period from September 2003 to February 2004.

The February price per ton is based on the Applicants’ assumptions in the cash

flow projections.
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The Applicants are also re-evaluating certain significant customer relationships

to determine whether more can be done to recover the extra-ordinary input cost

increases from customers by raising selling prices as aggressively as possible or,

if not, whether certain products or relationships have become uneconomical and

should be suspended or discontinued.




DIP FINANCING

16.  The table below shows the net amounts outstanding under the DIP facilities,
internal and external, as at February 6, 2004, net of customer payments
deposited into the Applicants’ blocked bank accounts but not yet swept by GE
(as a daily repayment of the GE DIP loans) and including outstanding letters of

credit:
DIP Balance Sub DIP to
DIP Entity Sub DIP to Ivaco
(Note 1) Docap
IRM 3.7 Million 0.3 milion | = -mm---
Ifastgroupe 0.9 Million 0.3 million | = ------
Total 4.6 Million 0.6 million | = ------

Note 1: DIP balances include outstanding letters of credit in respect of IRM and

Ifastgroupe in the amounts of $1.0 million and $1.1 million respectively.

17.  Asindicated in the attached cash flow projections and as discussed above, IRM
will require an increase in its Court-approved DIP loan limit. The Applicants
with the assistance of the Monitor intend to discuss the proposed increase in the
IRM DIP loan limit with GE as well as with their major stakeholders before

returning to this Honourable Court for the necessary approval.

POST-FILING ACCRUED LIABILITIES

18.  Since the Initial Order, the Applicants have been successful in establishing
limited trade credit terms with respect to the purchase of raw materials, utilities,

professional fees and other operating costs (“Post-filing Accrued Liabilities™).



19.

20.

The Applicants’ estimate of Post-filing Accrued Liabilities (which exclude open
purchase commitments, employee related costs and inter-company purchases
which are settled on a cash on delivery basis) as at December 31, 2003 is

summarized below:

ENTITY AMOUNT
(Unaudited - $000’s)
IRM 3,846
IVACO 3,139
IFASTGROUPE 4,053
DOCAP _ 250
TOTAL 11288

IRM and Ivaco are both borrowers under their DIP facilities. At present,
Ifastgroupe and Docap have free cash in excess of the estimated Post-filing

Accrued Liabilities.

BI-WEEKLY REPORTING

21.

The Applicants issued their latest bi-weekly report for the period ended January
16, 2004 to the Service List on January 27, 2004, The Applicants are in the
process of finalizing their bi-weekly report for the period from January 17 to
January 31, 2004. At present, it is anticipated that this will be provided to the
Service List on February 11, 2004.



LABOUR MATTERS

22.

23.

The Sixth Report contains a discussion concerning the current situation with the
United Steel Workers of America (“USWA?”) including comments regarding the
USWA’s upcoming motion originally scheduled for February 10, 2004. This
motion has been postponed until March 2, 2004 to permit the parties to

commence negotiations.

On February 5, 2004, representatives of the Applicants, the Applicants’ financial
advisors and the Monitor met with representatives of the USWA and its
financial advisors to present the Applicants’ preliminary analysis of
restructuring alternatives, preliminary liquidation analyses and estimated claims
profiles for each of the major entities. The Applicants also spent time
responding to questions relating to the information previously provided to the
USWA. The Applicants are continuing to respond to the USWA’s additional

information requests.

MONITOR’S ANALYSIS AND RECOMMENDATION

24.

25.

The Applicants with the assistance of the Monitor are continuing to look for
opportunities to improve their cash flows, especially at IRM and Ivaco, with a
view to reducing their DIP loan requirements. The Applicants believe that the
projected increase in the IRM DIP loan is temporary and will gradually decline

after April 2004.

The Applicants together with their financial advisor are reviewing the
expressions of interest that have been received in the sale process. The Monitor
anticipates that the Applicants will be reporting to major stakeholders and this
Honourable Court as to the preliminary feedback emanating from the sale

process shortly.



26.  As set out in the Sixth Report, the Monitor is of the view that the Applicants are
acting in good faith and with due diligence in assessing restructuring and sale
alternatives. The extension to the Stay Period requested by the Applicants is
reasonable and necessary to allow the Applicants the opportunity to complete
their parallel restructuring analysis, to consider the offers received from the sale
process and to discuss next steps with the major stakeholders. Accordingly, the

Monitor recommends that the Stay Period be extended to April 2, 2004.
All of which is respectfully submitted this 9th day of February 2004.

ERNST & YOUNG INC.

In its capacity as Court-Appointed Monitor of
Ivaco Inc. and certain of its affiliates

A

Brian M. Denega
Senior Vice-President



SCHEDULE A



SCHEDULE "A"

Applicants Filing for CCAA

1. Ivaco Inc.

2. lvaco Rolling Mills Inc.

3. Ifastgroupe Inc.

4. IFC (Fasteners) Inc.

5. ifastgroupe Realty Inc.

6. Docap (1985) Corporation

7. Florida Sub One Holdings, Inc.
8. 3632610 Canada Inc.

Tor #: 1255728.10



APPENDIX A



IVACO Group of Companies
Notes to Cash Flow Forecasts
For the Period Ending April 2004

10.

11.

Trade Receipts

Trade receipts are accounted for on the day they are deposited into the Royal Bank of Canada’s
(“RBC”) blocked bank accounts. Once these receipts are deposited they are unavailable to the
Company for another two days due to the time required by RBC to process them and the time
required to sweep them up to GE to be either be applied against the outstanding DIP balance or
returned to the Company.

Other Receipts
Includes sales tax refunds and other non-trade receipts.

Payroll & Related

Includes payroll costs, deductions at source, pension and benefit costs.

Material

Includes raw material and finished good purchases from third parties.
Consumables

Includes supplies other than utilities directly used to manufacture finished product.
Other

Includes selling, general and administrative costs and the cost of insurance.

Contributions to Corporate

Represents each company’s allocation of corporate costs incurred for information technology
services, insurance and corporate payroll. Each company’s allocation of professional fees is also
included here as the Company pays all professional fees from the Corporate division of Ivaco and
is subsequently reimbursed by IRM and Ifastgroupe.

Inter-company Receipts by Corporate

Represents the corporate division of Ivaco’s receipts for corporate costs and professional fees.

Net Inter-company

Represents the net receipts received and payments made to related companies for products or
services excluding payments made to the corporate division of Ivaco.

The beginning DIP balance of $1.2M in IRM’s cash flow forecast is the final balance outstanding
on the GE DIP at the end of the day net of the balance in the RBC blocked bank account of $4.0M
and excluding the letters of credit currently outstanding. The reconciliation to an intra-day DIP
balance reflects the additional DIP facility required to manage IRM’s daily cash flow
requirements.

The balance in the RBC blocked bank account on January 30, 2004 is not an accurate
representation of the balance in the RBC blocked bank account on an average day therefore it was
decreased to $2M in the week ended February 6, 2004.
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